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E.O. 11652: N/A 

TAGS: EFIN, ENRG, OPEC, AG 

SUBJECT: OIL PRICES 

1 . WE DISCUSSED OUTCOME OF DOHA OPEC MEETING WITH BAYOU, 
SONATRACH'S ACTING CHIEF OF EXTERNAL MARKETING DECEMBER 21. 

2. BAYOU CLAIMED ALGERIANS NOT CONCERNED ABOUT EFFECTS 
OF TWO-PRICE SYSTEM ON PRICE AND PRODUCTION LEVELS OF 
ALGERIA'S OIL. HE SAID ALGERIA DOES NOT HAVE A STATE 
SALES PRICE, AND PRICES GIVEN AS SUCH IN PETROLEUM 
ECONOMIST AND SIMILAR PUBLICATIONS ARE GUESSES. ALGERIA 
TAKES THE PRICE OF MARKER CRUDE, FORMERLY $1 1.51 AND NOW 
TO BECOME $12.70, AND ADDS DIFFERENTIALS FOR LOCATION, 

LOW SULPHUR AND GRAVITY. THE RESULT IS A NEGOTIATED 
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PRICE THAT IS NOT PUBLISHED AND THAT BOTH BUYER AND SELLER 
ARE OBLIGED BY CONTRACT TO KEEP SECRET. 

3. WE POINTED OUT THAT INDUSTRY PRESS REPORTS 
DIFFERENTIALS OF BETWEEN $1.49 AND $1.59 FOR ALGERIAN 
BLEND OVER ARABIAN LIGHT AND THAT THIS SAME DIFFERENTIAL 
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OVER THE NEW BASE PRICE OF $12.70 WOULD GIVE AN 
ALGERIAN PRICE OF $14.19 TO 14.29. BAYOU DID NOT 
DISAGREE WITH THESE FIGURES BUT CONTENDED THAT THE FINAL 
PRICE OF ALGERIAN OIL WILL DEPEND ON THE MARKET. 

WITHIN THIS CONTEXT, HE SAID, HOWEVER, THAT QUALITY AND 
LOCATION CONSIDERATIONS WERE SO FAVORABLE FOR ALGERIA 
THAT HE HAD NO WORRY ABOUT SELLING AS MUCH AS THE COUNTRY 
CAN PRODUCE AT THE NEW PRICE SET BY THE OPEC MAJORITY, 

PLUS DIFFERENTIAL. HE ALSO CLAIMED THAT SURPLUS 
SAUDI CAPACITY WAS ALL IN HEAVY CRUDE AND EVEN A 
SUBSTANTIAL INCREASE IN SAUDI PRODUCTION (OF HEAVY 
CRUDE) WOULD HAVE LITTLE EFFECT ON ALGERIA'S MARKET. 

(WE WOULD WELCOME DEPARTMENT'S OR JIDDA'S COMMENT ON 
ASSERTION THAT SAUDI SURPLUS CAPACITY IS IN HEAVY 
CRUDE.) 

4. BAYOU BRUSHED ASIDE OUR EFFORTS TO QUESTION HIM 
MORE CLOSELY ON THE DIFFERENTIALS AND ON THE 
ATTITUDE THE OTHER MEMBERS OF THE OPEC MAJORITY MIGHT 
TAKE IF ALGERIA SELLS ALL OF ITS PRODUCTION AT SECRET 
PRICES WHILE OTHER PRODUCERS ARE HAVING TO CUT BACK 
PRODUCTION. 

5. COMMENT: THE DIFFERENTIAL QUESTION WILL BE CRUCIAL 
TO ANY ASSESSMENT OF ALGERIA'S RESPECT OF THE NEW BASE 
PRICE OF $12.70. BY KEEPING THE DIFFERENTIAL SECRET, 

SONATRACH RETAINS ITS ABILITY TO CUT PRICES WITHIN 
FAIRLY WIDE LIMITS AND STILL PLAUSIBLY CONTEND THAT 

IT IS RESPECTING THE NEW PRICE. HOW FAR THEY CAN PUCH 
THIS PLOY WITHOUT SERIOUS RECRIMINATIONS FROM THE 
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OTHER MEMBERS OF THE OPEC MAJORITY REMAINS TO BE SEEN. 

6. BAYOU DISPLAYED NONE OF THE BITTERNESS TOWARDS THE 
SAUDIS THAT INDUSTRY AND ENERGY MINISTER 
ABDESSELAM IS REPORTED TO HAVE SHOWN IN DOHA. LE 
MONDE OF DECEMBER 19-20 QUOTES HIM AS SAYING THAT IF 
SAUDIS RAISE PRODUCTION, ALGERIA WILL CONSIDER THAT 
SAUDIS HAVE COMMITTED AGGRESSION 

AGAINST OPEC. HE IS ALSO REPORTED TO HAVE SAID THAT 
IF DEMAND IS WEAK AFTER JULY 1 THEN OPEC WILL HAVE TO 
CONSIDER PRODUCTION CUTS AND THAT ALGERIA DECIDED LAST 
AUGUST TO GO FOR A 15 PERCENT INCREASE AT DOHA SINCE 
IT WAS CLEAR THEN THAT THE CIEC PARIS TALKS HAD 
FAILED. 

LYNE 
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